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Mexico's high court (Suprema Corte de Justicia de la Nacion, SCJN) handed another defeat to
President Vicente Fox, ruling that the chief executive violated the Constitution when he suspended
a 20% tax on products manufactured with high- fructose corn syrup as unconstitutional. The SCJN
handed down its ruling in a unanimous decision in mid-July. The directive became effective on July
16. The tax was part of the tax-reform package approved by the Mexican Congress in December 2001
(see SourceMex, 2002-01- 09).
At that time, the Congress said the tax was also intended as a retaliation against the US for failing
to meet its sugar-import commitments under the North American Free Trade Agreement (NAFTA),
which required the US to acquire all of Mexico's excess sugar, beginning in October 2000.
The Congress was also reeling from rulings from special panels created under NAFTA and the
World Trade Organization (WTO), which found that Mexican restrictions on imports of US corn
syrup violated international trade rules. The 20% tax angered some US farm-state legislators, who
threatened to retaliate against Mexico (see SourceMex, 2002- 02-20).
Seeking to negotiate a solution with the US, Fox suspended the tax in March for six months
(see SourceMex, 2002-03-06). In the process, the president also angered Congress, which filed a
complaint with the SCJN accusing the president of overstepping his constitutional powers (see
SourceMex, 2002-04-10). Decision a mixed blessing for Fox government The SCJN decision is a
mixed blessing for the Fox administration.
While the president will have to contend with a deteriorating trade climate with the US, the 20%
tax will add to the government's coffers. UNAM economist Enrique Gonzalez said the Secretaria
de Hacienda y Credito Publico (SHCP) could collect at least 1 billion pesos (US$103 million) during
the remainder of 2002. The increased tax collection will come at the expense of the domestic cornprocessors industry. The Industria de Derivados Alimenticios y Quimicos del Maiz expects losses
related directly or indirectly to the tax to rise to as much as US$280 million this year.
The SCJN decision represents a blow to US and Mexican corn processors, which have already
experienced a significant decline in sales in the Mexican market. Mexican soft-drink manufacturers,
which were already using sugar for the majority of their production, have stopped using corn syrup
altogether.
The US Corn Refiners Association (CRA), which had pushed for the WTO and NAFTA rulings that
dismantled Mexico's import taxes on corn syrup, is considering challenging the tax via NAFTA. But
the US producers have a weaker case this time because the tax is targeted at domestic production
and not directly at imports, said CRA representative Shannon Shoesmith.
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The office of the US Trade Representative (USTR) immediately condemned the decision but did not
indicate what action, if any, would be taken. "We are very disappointed about the Mexican Supreme
Court's decision, which restores a protectionist and discriminatory tax," the USTR said in a prepared
statement.
Trade analysts said the court's decision could increase commercial tensions between the US and
Mexico. "This decision creates complications in Mexico's relations with the US," said analyst Cesar
Castro of the economic consulting company CAPEM. "The dispute over sweeteners is going to
continue for some time."

Mexican Congress seeks to protect sugar industry
Some Mexican legislators said they would be happy to revisit the tax once the US complies with
its sugar-import commitments under NAFTA. "We will buy all the fructose the US wants, once
they are willing to receive our surplus," said Deputy Eduardo Andrade, a member of the former
governing Partido Revolucionario Institucional (PRI). "Free trade has to work both ways." Andrade
also represents Veracruz state, one of Mexico's largest sugar-producing states.
The tax is only a small measure of relief for the Mexican sugar industry, which is suffering from
low prices tied to a domestic and global oversupply of sugar. Mexico produced 4.87 million metric
tons of sugar in the first 34 weeks of the current season, a slight decline from the same period last
year but still 3.6% higher than during the 1999-2000 season. The Mexican domestic oversupply is
exacerbated by an influx of sugar from other regions. Some of that sugar is entering Mexico without
import taxes, which has angered the sugar industry. In a controversial decision in mid-July, a district
judge suspended a tariff of US$395.86 per MT on 2 million MT of sugar imported from Guatemala.
The Camara Nacional de las Industrias Azucarera y Alcoholera (CNIAA) said the importer used an
administrative loophole to obtain an exemption. The CNIAA said decisions such as these further
complicate the financial position of the Mexican sugar industry. Not only does the importer fail to
pay the appropriate taxes, but the sugar will add to the surplus of 500,000 MT in the domestic market
this year, said the CNIAA.
"The danger is that others will follow the same procedure," said the CNIAA. "This means that
imports of high- fructose corn syrup are not the only danger to our industry, but illegal sugar
imports of this kind are also damaging." [Note: Peso-dollar conversions in this article are based
on the Interbank rate in effect on July 17, reported at 9.68 pesos per US$1.00] (Sources: La Jornada,
07/05/02, 07/12/02; CNI en Linea, 07/12/02; Agence France-Press, 07/14/02; Reuters, 07/12/02,
07/15/02; Finamex, 07/15/02; Dow Jones news service, 07/12/02; The News, 07/16/02; El Universal,
07/16/02; La Cronica de Hoy, Milenio Diario, 07/15/02, 07/17/02; Reforma, 07/16/02, 07/17/02;
Novedades, 07/17/02)
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